Journal of Positive School Psychology
2022, Vol. 6, No. 4, 11029-11036

http://journalppw.com

Outward FDI from India: Review of policy and Emerging Trends.

Dr. Suresh Kumar Kashyap
Prof. Mittal school of business, LPU, Phagwara

Vrujesh Jalindar Salunkhe
Research Scholar, Mittal School of Business, LPU Phagwara

Abstract

In the previous half-century, the legislative framework controlling India's direct Foreign investment
has changed dramatically. The goal of this article is to chart the evolution of OFDI policies since the 1960s.
It also tries to highlight important patterns in India's foreign direct investment over the last ten years. The
removal of the blanket ceiling on outward foreign direct investment and the linkage of outward investment
to an investor's net worth has resulted in a significant increase in external investment from India. The
growing importance of services in OFDI from India is characterised by the fact that it has surpassed industry
as the leading source of OFDI. Emerging economies are the most prominent consumers of OFDI assistance.
As recipient economies, developing nations outperform advanced economies in services having varying
forms of knowledge complexity - knowledge based services and less project based services. Yet, in the
manufacturing industries, there is a definite difference on destinations dependent upon whether investors
seem to be from rising or intermediate manufacturing. The majority of Direct investment from rising
manufacturing is meant for advanced nations, whereas OFDI from medium - sized businesses is primarily

aimed at underdeveloped nations.
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Introduction

Emerging market economies (EMES)
have been an increasingly important component
of foreign direct investment for the rest of the
globe in recent years. It reflects not only their
growing involvement in the world economy, but
also their growing expertise. More crucially, a
major pressure for change is going to happen
from emerging nations and economies in
transition, where a large majority of private and
government firms are expanding abroad through
foreign direct investments (FDI). Companies are
growing their operations by investing in other
markets in order to gain a regional and worldwide
presence.

Definition
India’s Outward Foreign Policy Evolution
Changes in policy environments have
had a significant impact on the global economy's
outbound investment avenues. Recognizing the
risks of capital outflows, authorities in various
nations, particularly those in emerging &
developing nations, have been increasingly
cautious about liberalising foreign investment
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policies. As a result, it's critical to note how
India's strategy in this area has changed over
time.

Foreign investments in  strategic
partnerships & subsidiary companies have been
acknowledged by Indian entrepreneurs as key
routes for boosting business globally. The overall
strategy has been to encourage outbound foreign
direct investment via strategic partnerships &
completely owned companies, as well as
monetary incentives to promote economic
growth, particularly project exports from
India.The overall foreign currency deposit status
was bolstered by a continuous increase in capital
inflows, especially during the second half of the
2000s, which allowed for gradual liberalisation of
FDI regulation as well as clarification of
formalities for outbound ventures from India. In
the development of Indian external FDI policies,
three significant overlapping phases may be
distinguished as follows.

Phase 1
Period of Liberalisation of Indian economy
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Prior to the globalisation and liberalisation of the
Indian economy in 1991-92, regulations on
outbound FDI were in existence. Since 1992,
policy modifications have been made in
accordance with the development of a rapidly
growing economy. The requirements were,
understandably, fairly stringent, requiring no
liquidity obligation and the forced remittance of
dividends from overseas projects' revenues. The
‘automatic method' for foreign assets was adopted
in 1992, and for the first time, cash withdrawals
were permitted. Nonetheless, the overall value
was limited to US$ 2 million over three years,
including a calculation on a monthly of US$ 0.6
million.

Phase 2

Establishing an Accelerated Route

To establish a centralised operation mechanism,
the Secretary of Economy handed over the task of
giving licences to global investors to the Central
Bank of India in 1995. The system of justice
indicated a single technique that was flexible
enough to fit the norms of the time ( Hattari., et
al 2020). It represented the necessity for clarity,
current events identification, portraying Indian
realities, & historical teaching.

The key aims of the school systems
included ensuring that all such outflows were
pushed by corporate interests while remaining
compatible with the sound macroeconomic and
current current account limits, significantly in
relation to capital inflows quantity. In terms of
foreign equity investment, an expedited approach
is applied, with limits raised from Billion US
dollars 2.1 million to £ 4.1 million and connected
to average export earnings over the course of each
year. Cash remittances were still limited to US$
0.6 million. Approvals for amounts above US$
4.1 million were assessed by a Special Committee
composed of senior personnel from the Reserve
Bank of India (Chairman) as well as External
Affairs, the Ministries of Finance, and Trade
(members).

Phase 3

Liberalised framework under FEMA

The annual maximum limit for approval was
increased to $100 million in 2002. When the
default method for foreign Direct investment
(FDI) was further reformed in March 2003, this
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top limit was removed, affirming Indian parties to
spend up to 100 percent of their net worth. The
foreign Direct investment restriction has indeed
been later extended to 400 percent ever since. The
400 percent limit on net worth, however, is not
applicable for a.lnvestment opportunities with
monies earned overseas through GDRs/ADRS or
amounts kept in the Indian party's Exchange
Earners' Foreign Currency (EEFC) account
(Pradhan., et al 2011).

b. Indian enterprises working in the energy and
natural elements industries, such as gas, oil, coal,
and mineral ores, would need Reserve Bank of
India approval first.

Background:

Outbound FDI from emerging economies
climbed from US$ 858 billion (10.9 percent of
global FDI Flows stock) to US$ 3..2 trillion in
2010 (16 percent of world foreign direct stock),
according to the UNCTAD World Investment
Report 2011. Emerging economy FDI surged
from 123 billion dollars in 2005 to 329 billion
dollars in 2010, accounting for roughly a quarter
of all external FDI witnessed globally.

Foreign direct investment is a basic
progression of the process of liberalisation, that
frequently starts with supply of capital.. Nations
aim to gain economic opportunities or resources
while lowering production and transaction costs
by developing international  production
operations worldwide in which certain ownership
advantages can help companies compete
internationally. Adopting such measures allows
them to catch up to rival economies.

In recent years, India has seen a huge
increase in external foreign direct investment.
Integrating of the Indian economy with the rest of
the region is seen not only in increased levels of
Foreign investment inflows but also in larger
levels of FDI outflows, as globalisation is a two-
way process.

Discussion

Factor affecting Foreign direct investment:
As per UNCTAD's World Investment

Report 2011, the capital of outward FDI from

emerging markets invested Usd 3.1 trillion during

2010 (15.3% of estimated worldwide bilateral

Export stock), increase to Us$ 857 billion (10.8
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percent of the entire international outward FDI
stock) 10 years ago. Outward FDI from emerging
markets increased to Us$ 122 billions in 2004 to
US$ 328 billion in 2010, contributing for about a
quarter of global fdi Flows at the worldwide
platform.

Foreign direct investment (FDI) is a
logical continuation of the process of
globalisation, which frequently commences with
exports. Nations aim to gain access to markets or
resources while steadily lowering production as
well as transaction costs by growing foreign
manufacturing companies in countries in which
certain tangible assets might help them operate
worldwide. Adopting such measures allows them
to keep pace with rival economies.

In recent times, there is actually a huge
expansion of outside Foreign Direct Investment
into India. Because globalisation is a two-way
street, the interconnection of the Indian economy
with the rest of the civilised world is visible not
just in higher levels of Foreign investment as well
as in elevated amounts of FDI outflows
(Pradhan., et al 2011).

Through FDI, the local business sector
has gained improved access to global networks
and markets, as well as the transfer of technology
and skills, as well as the ability to share
investment in research and development &
accomplishments. It may also be viewed as a
strategic planning to boost brand reputation and
use raw resources accessible in the host nation.
As from the Indian context, international
investments have largely been motivated by
resource, market, or technology seeking
motivations. Recently, there has been a spike in
resource-seeking international investment by
Indian firms, particularly in Australia, Indonesia,
& Africa.

Trend Analysis of Outward Policy in India
Despite the fact that policy changes
relating to international investment have aided
the Indian corporate sector's increasing cross-
border mergers and acquisitions, other massive
changes established since 1992, such as
industrial-economics economic liberalisation,
liberalisation of trade, and the relaxation of laws
governing inward foreign investment, have
resulted in significant manufacturing
realignment. Indeed, structural reforms are

© 2022 JPPW. All rights reserved

responsible for the efficiency of many of the best
companies. Increased exports to both domestic
and foreign competitiveness was beneficial in
instilling confidence in Indian firms to compete
with international rivals in the global market.
Aside from a more open legislative framework
for foreign investment, India has emerged as a
significant investor due to (a) high economic
growth, (b) easy wealth accumulation, and (c)
strong incentives to acquire resources & strategic
assets abroad (Duanmu., et al 2009).

It is a mistake to believe that Indian
companies' international investment is a 1990s
phenomenon. In truth, Indian companies began
investing abroad in the 1960s, but India's
restrictive foreign investment rules limited them
to tiny, minority strategic partnerships in
emerging countries. The Birla Group of
enterprises established the first major Indian
foreign operation in Ethiopia in 1959 (Gagliardi.,
etal. 2021).

Nevertheless, international investment
activities were centred on East & West Africa, the
Middle East, especially South and East Asia, all
of which associated a colonial legacy and
historical connections with India. Starting in the
1970s, when the corporate licensing scheme was
much more stringent, India's outside investment
grew steadily.

Trends in Investing

Significantly, the volume of international
investment by domestic businesses has grown as
well, with India coming in second only to China
in terms of overall net acquisition deal size in
2010 (Approximately usd190 million in India vs.
US$ 198 million in China). India is also one of
the top 5 rising and emerging nations with state-
owned firms that are gradually becoming
international corporations. It's hardly surprising,
given that India's PSUs, such as ONGC, GAIL,
NTPC, and NALCO, have made large green-field
expenditures internationally in recent times.

Investment Trends by Sector

Outward FDI was mostly invested in
manufacturing and service sectors from 2006-07
to 2010-11, according to the sector specific
pattern. Agriculture equipment and machinery,
basic  chemical  products,  medications,
pharmaceuticals & allied products, petroleum
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products, indigenous glucose, and other architectural , engine architecture, as well as other
engineering divisions drew external FDI from technological consultation activities received the
India in 2010-11. Moreover, service companies, majority of outward foreign Direct investment in
data analysis, banking sectors, engineering & the services industry.
Periods 2008-09 2009-10 2010-11 2011-12 | Total
Manufacturing 10.18 5.35 5.04 2.74 2331
Financial Insurance, Real Estate 3.55 4.41 6.53 2.53 17.03

Business & Business Services

Wholesale & Retail Trade, 1.17 1.13 1.89 1.00 5.19

Restaurants & Hotels

Agriculture & allied activities 2.38 0.95 1.21 041 4.94

[
(]
h

Transport, Communication 0.31 0.38 0.82 1.34

& Storage Services

Construction 0.35 0.36 0.38 0.37 1.46

Community, Social & 0.39 0.18 0.70 0.18 1.45

Personal Services

Electricity, Gas & Water 0.14 0.84 0.10 0.04 1.19
Miscellaneous 0.12 0.11 0.18 0.10 0.51
Total 18.58 13.71 16.84 8.73 57.86

Source:https://rbidocs.rbi.org.in/rdocs/Speeches/PDFs/OV27022012.pdf
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India's international market position

Foreign Direct investment (FDI) from
India has primarily taken the form of stocks and
loans. India has been ranked 21st in the world in
the UNCTAD's Report Of The World Bank 2011
depending on the quality of FDI outflows. In
2010, India was ranked globally in terms of
relative  acquisitions  (i.e.,  cross-border
acquisitions deals) by Indian enterprises, after the
United States, Japan, Canada, & China.

Trends in Destination Investment

The direction of offshore FDI implies
that this is becoming highly diversified among
countries. Alienating first from founding of
america (pre-1990s), when Indian firms invested
millions in  provinces with such little
technological & scientific competition, the much
more recent trend shows that Indian international
investment has always been growingly finally
starting to flow to big economies, attempting to
reflect all these solid organisational confidence in
India and also the availability of overseas
investments at decent prices.When it comes
regards foreign assets, Indian enterprises have
mainly used their foreign regional branches or
formed parent firms and/or special purpose cars
and trucks (SPVs) into world banking regions or
other countries' economic zone ( eez (Xie., et al
2020).

In 2005, Indian businesses were
authorised to list SPVs in international financial
markets in money to finance acquisition overseas,
increasing the usage of stressed purchase. Ever
since, Schemes founded in an off financial
centres including such Mauritius, Hong kong, as
well as the Dutch republic have questionnaire as
the primary as corridors for funds to be mobilised
and invested in third-party countries, with a focus
on business and legal considerations, tax
advantages, and easier access to financial
services in the regions of the world.

While mergers and acquisitions were the
most popular method of foreign direct investment
in advanced nations, huge sums of money are by
far the most typical method for entry into
emerging economies. One argument that Indian
enterprises choose M&As over a chunk of money
for international money in advanced nations is
that industries in these areas are established and
overcrowded, hence corporations favour to grow
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over the forecast period through purchases rather
than clean investment. As per a recent article in
‘The Economist,' huge purchases by firms like
Tata were a quick way to reach the required size.
Tata Holding company is now the second largest
supplier and worker in the United Kingdom.

Funding Pattern of Outward Policy In India

In terms of policy, money for foreign
investment is permissible in a number of
methods. These publications primarily are
including | on-shore purchase decisions of
currency currencies from an authorised persons
supplier in India, (ii) capital base of foreign
exchange proceeds to just be obtained from the
foreign nation on consideration of export
markets, expenses, licensing fees, and any other
dues from of the foreign power for demand of
technical expertise, consulting company, middle
management, and some other services, (iii) share
substituting of Indian as well as internationally
entities, and (iv) use of excess reserves in the
Transfer Breadwinner.

Domestic receipts were the predominant
financial technique for use by Indian enterprises
in 2010, according to a recent Virtus Global
Partners (April 2011) report based on US-bound
Indian FDI. It also showed that half of Indian
purchases in the US in 2009 and 2010 were
mergers of failed firms that corporate entities had
been seriously affected by the global financial
crisis. In being able to capitalise upon those
advantages in the international marketplace,
Indian firms launched a large number of buying
deals throughout 20009.

Exim Bank's Mission

Exim Bank seems to have been active in
encouraging Indian capital inflow overseas from
its own establishment, and since this charter, its
contribution has been unique in this respect. Exim
Bank's Overseas Investment Finance (OIF)
program aimed to fill the entire vicious circle of
Indian investment overseas, including financings
of Indian Strategic Partnerships (JV) as well as
Overseas Subsidiaries (WOS), with a suite of
financing instruments that includes (a) direct
funding to overseas Order to overcome these
limitations, (b) finance for Indian company share
capital,(c) finance for acquiring of internationally
business owners, including stock buybacks, as
well as (d Exim Bank had sanctioned financing
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amounting 240.92 billion as of December 31,
2011, for 373 ventures created by over 299
companies in 69 countries.

The Reserve Bank of India's Initiatives

Considering the improvement in
macroeconomic indicators and a tilt toward
calibrated loosening of government deficit
regulations, the relaxation of international
investment policy since 2003 seems to have been
significant. With both the increase there in the
country's foreign currency reserves, there has also
been a stronger opening up of outward foreign
direct investment opportunities, due to an
increase in the quantum of offshore capital
investment to 400% of personal wealth, as noted
previously. Similarly, in September 2007, the
maximum international investment by mutual
funds registered was raised from US$ 3.9 billion
to approx. US$ 5 billion.

This was enhanced to $7 billion in
January 2008. In contrast to boosting the financial
constraints, the Central Bank has computerised
the whole process of assigning ldentification
Card Names (UIN). Automation that uses a web-
based program has enabled effective
management, reducing the amount of time to
process submissions and improving the
knowledge management system.

It could therefore be shown that, in
relation to developments in the wider market
environment, the Reserve Bank has so far been
proactive about aligning currency exchange
policy to meet the changing business climate.

Subject to the certain criteria, the
Reserve Bank permitted Indian parties to stop
investing their shareholding internationally with
prior authorization in June 2011, when the
amount repatriated on disinvestment is much less
than the quantity of the upfront outlay. The
Reserve Bank has begun offering information
regarding outbound FDI on a quarterly basis
since July 2011.

Emerging Foreign Direct Concerns:

This double construction usage as well as
misuse

One controversial topic that can only be
addressed in order and provide a transparent set
of policies regarding external FDI is the number
of co organisations. The causes range from legal
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business concerns to tax breaks available to all
overseas investors.

From the other hand, the primary
function may be to establish opacity through a
complexity of arrangements for reasons
unjustifiable on commercial considerations or
justin the interest of the homeland. As a response,
I can see the need for better transparency in our
approaches in this aspect.

The influence on the fiscal deficit

The amassing of forex reserves aided
moves to liberalise various investment barriers,
especially external FDI from India. Although
India has had a trade deficit (CAD), capital
outflows first from nations must still be
monitored continuously.
Humans have to have a capital account advantage
to cover India's increasing surplus of current
account, and they really do need to retain foreign
reserves at a reasonable level despite the reserves'
numerous uses. As little more than a result,
limitless deflationary pressures for outside FDI
might have significant consequences for India's
CAD and borrowing status.

The effect on private production

The repercussions for economic growth
are another critical part that demands a method of
comparing market volatility. It must be assured
that Indian firms' international expenditures do
not choke away direct investment. Despite the
reality that both overseas or Foreign Direct
investments & domestic capital formation have
expanded jointly in recent years, the prospective
consequences of the increasing trend in outward
Foreign Direct  investments  regarding
employment, economy, and private investment
must still be evaluated.

The likely implications of devolving obligations

This has been observed increasing semi-
exposure in the form financial assurances issued
by Indian firms to their JVS/WOS has
progressively gone up significantly. Uncertainty
about the international economy, and even the
dramatic increase in guaranteed supply, may pose
problems for borrowers (who commonly provide
rear guarantees) and indeed the Indian businesses
concerned.
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The Govern 4ent of India's Measures
Recognizing any need to stimulate export
markets, the Indian government recently created
a strategic plan to encourage small companies.
The DIPP has identified Eastern Europe, South
Asia, and Africa as places whereby Indian
companies will be incentivized to buy assets as
well as acquire out enterprises. Additionally, the
Government of India launched in 2011 a scheme
to assist some public service firms (PSUs) in
acquiring raw material wealth from outside.

Conclusion & Recommendation

As per a current PricewaterhouseCoopers
(2010) report, India might just be the main
provider of equity economies multinational
corporations (MNEs) by 2024. 10 By this
timeframe, India's MNE headcount will be 20%
greater than China's, and over 2,200 Indian
businesses are estimated to grow abroad during
the coming two decades. The Report also
forecasts a further move away towards
interpersonal and inter development in other
emerging markets and toward a bigger percentage
of new corporations heading directly to
developed countries. As per the Report, India
MNEs are projected to create a unique identity in
professional quality and better industrial sectors.

It is therefore extremely crucial that all
interested parties, including the Central Bank,
government, professional associations like yours
which, & conglomerates of India, pool their
cohesive  knowledge &  experience to
continuously audit policy and protocols,
including Homeland Measures (HCMs), that will
further facilitate our internationalisation efforts
thru all the foreign Direct investment ( fdi without
adversely affecting the vast nation's industry and
its price stability.

References:

1. Sauvant, K., Pradhan, J., Chatterjee, A.,
& Harley, B. (Eds.). (2010). The rise of
Indian multinationals: Perspectives on
Indian  outward  foreign  direct
investment. Springer.

2. Duanmu, J. L., & Guney, Y. (2009). A
panel data analysis of locational
determinants of Chinese and Indian

© 2022 JPPW. All rights reserved

10.

11.

12.

outward foreign direct investment.
Journal of Asia business studies.
Pradhan, J. P. (2008). The evolution of
Indian  outward  foreign direct
investment:  Changing trends and
patterns.  International Journal  of
Technology and Globalisation, 4(1), 70-
86.

Igbal, B. A., Turay, A., Hasan, M., &
Yusuf, N. (2018). India’s outward
foreign direct investment: emerging
trends and issues.  Transnational
Corporations Review, 10(1), 98-107.
Pradhan, J. P. (2011). Emerging
multinationals: A comparison of Chinese
and Indian outward foreign direct
investment. Institutions and Economies,
113-148.

Hattari, R., & Rajan, R. S. (2010). India
as a source of outward foreign direct
investment. Oxford development studies,
38(4), 497-518.

Pradhan*, J. P. (2004). The determinants
of outward foreign direct investment: a
firm-level analysis of Indian
manufacturing. Oxford Development
Studies, 32(4), 619-639.

De Beule, F., & Van Den Bulicke, D.
(2012). Locational determinants of
outward foreign direct investment: An
analysis of Chinese and Indian greenfield
investments. Transnational corporations,
21(1), 1-34.

Anwar, A., & Mughal, M. (2012).
economic freedom and Indian Outward
foreign direct investment: An empirical
analysis. Economics Bulletin,
AccessEcon, 32(4), 2991-3007.

Kumar, S. (2022). A quest for
sustainium (sustainability Premium):
review of sustainable bonds. Academy
of Accounting and Financial Studies
Journal, Vol. 26, no.2, pp. 1-18
Allugunti V.R (2022). A machine
learning model for skin disease
classification using

convolution neural network.
International Journal of Computing,
Programming and Database

Management 3(1), 141-147



11036 Journal of Positive School Psychology

13. Allugunti V.R (2022). Breast cancer
detection based on thermographic images
using machine learning and deep
learning  algorithms. International
Journal of Engineering in Computer
Science 4(1), 49-56

14. Wang, Y., Cheng, L., Wang, H., & Li, L.
(2014). Institutional quality, financial
development and OFDI. Pacific Science
Review, 16(2), 127-132.

15. Gagliardi, L., lammarino, S., &
Rodriguez-Pose, A. (2021). Exposure to
OFDI and regional labour markets:
evidence for routine and non-routine jobs
in Great Britain. Journal of Economic
Geography, 21(5), 783-806.

16. Xie, E., Fang, A. J., Chen, X., Wu, Z., &
Kumar, V. (2020). Performance
feedback on sales growth goal and OFDI
location choices for firms in emerging
economies. Journal of World Business,
57(4), 101343.

© 2022 JPPW. All rights reserved



